This paper will examine the current status of foreign direct investment (FDI) in the Indian telecommunications sector and the issues facing foreign companies seeking to invest in the Indian telecommunications sector. The paper concludes with a brief econometric examination of the factors influencing the level of FDI in the Indian telecommunications sector.
Introduction
In the early 1990s India began to open up an economy that was previously closed to foreign direct investment (FDI). The liberalization in India included the gradual granting of authority for foreign direct investment in specific sectors of the economy. India has received significant inflows of foreign direct investment after liberalizing its economy in 1991 (see Figure   1 in the appendix). FDI inflows to India have exceeded many other ASEAN countries over time.
However, China, not depicted in Figure 1 , continues to be the leading destination for FDI in the Asia-Pacific region.
India has achieved substantive improvements in telecommunications access since opening its telecommunications sector in the early 1990s. However, India has realized fewer benefits than were possible during the period of market reform. The slow implementation pace of liberalization, disparity between urban and rural areas and unclear regulations have impeded the flow of investment to the telecommunications sector in comparison to other emerging market economies. market for the product, the physical infrastructure of the host country, the political stability of the host country and the tax regime. 4 The level of education and literacy of the labor pool can influence the amount of FDI received by the host country. Foreign firms would likely invest in locations and labor that can grasp complicated processes and maintain high standards of quality. A skilled and productive workforce can attract manufacturing facilities and services to the host country.
The state of the regulatory and legal environment can facilitate a firm's entry into a foreign economy. The location may be chosen to avoid tariffs or other protectionist measures employed by the host country to protect domestic industries. The foreign firm avoids measures to protect domestic industry by becoming part of the domestic industry through local incorporation or partnership with a domestic company.
The economy of the host country plays an important role in determining the allocation of FDI. Stable exchange rates, limited inflation, the size of the relevant market and potential for growth are key determinants in attracting investment. The foreign company may specifically choose to invest in order to meet domestic demand for their products. 5 The political stability of institutions in the host country can be of significant importance in the investment decision. The quality of institutions, amount of corruption and their relationship to a functioning economy has an impact on the location of FDI. Some studies have found a negative relationship between levels of corruption and the inflow of FDI. 6 4 F. Root and A. Ahmed, "Empirical determinants of manufacturing direct foreign investment in developing countries" Economic Development and Cultural Change, 27, no. 4 (1979) The physical infrastructure of a country is very important in attracting foreign investment. The physical infrastructure includes the accessibility and level of telecommunications, transportation networks, electricity, water, sanitation and other related public goods. Countries lacking sufficient infrastructure may be unable to attract FDI and this may also impact the ability of the host country to act as an exporter of goods.
7
A stable tax regime lowers the risk of investment to foreign firm. The new entrant may also be able to avoid tariffs by establishing a local subsidiary. There has been a substantial amount of literature examining the impact of taxation and exchange rates on the amount of FDI inflows to countries. The literature is mixed and indicates that the level of taxation in a country may encourage or discourage FDI.
8 Similarly, exchange rates may play a role in the decision to initiate foreign direct investment in a country. Tax and other investment incentives may not have a significant impact on the decision to invest.
9

Methods of Foreign Investment in India
There are several methods that a company can employ to enter an approved Indian sector. Indian teledensity, representing the number of phones per 100 people, is very low compared to other nations of comparable population and GDP. India's teledensity is 9.13 percent. 15 Presently, India has more than 85 million phones divided almost evenly between fixed and wireless phones. 16 The major Indian cities account for most of the teledensity in the country.
Teledensity in rural areas is quite low and the phone infrastructure that is available often does not work at least part of the time. 17 It is estimated that less than six percent of the population actually owns a telephone. 18 The Indian government has established a target of 250 million phones and teledensity of 22 percent by 2007.
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Teledensity is increasing; however, most of the new teledensity is related to mobile phones. Foreign direct investment in the private sector has focused almost exclusively on mobile phone operations and manufacturing. 
Issues with Indian Foreign Direct Investment in the Telecommunications Sector
India has several positive attributes that attract FDI -a stable political environment, large consumer market, skilled labor force and access to the Asia-Pacific region. FDI inflows have assisted in helping India provide telecommunications access to more of its population than might otherwise have been possible.
There are, however, several barriers to growth in attracting foreign direct investment for the Indian telecommunications sector. These barriers include the cost of mobile phones and services, high infrastructure costs, tax policies, unclear FDI policy and regulation, the legal climate, the status of rural areas and corruption. The regulations on foreign ownership have been unclear and have led to confusion.
Previously, foreign-owned firms are limited to 49 percent ownership of an Indian company providing telecommunications services. However, in the past it was technically possible for a foreign entity to have up to 74 percent total ownership in an Indian telecom firm through direct and indirect investment methods. The exploitation of this apparent loophole has caused some elements of the Indian government to oppose further increases to the FDI cap in the telecommunications area. The Indian government has recently clarified the discrepancy in investment and allowed companies in non-compliance with the 74 percent investment rule four months to reach compliance.
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The legal and regulatory environment in India is relatively transparent but very slow.
Litigation and enforcement of contracts can take years and even decades to resolve. This has 
The determinants of FDI in the Indian Telecommunications Sector
There are several factors that influence the amount of FDI present for a country and in specific sectors of that country. The determinants of foreign direct investment in economies have been examined by various authors. 51 Many of these studies have identified very useful variables relating to the flow of FDI. However, the primary focus of their research has been estimating total FDI flows at a national level. I will examine some sector-specific determinants of FDI for the Indian telecommunications sector.
The variables below were chosen based on their potential relationship to the telecommunications sector and their use in previous studies of FDI country flows. Most of the variables below have been included in previous country studies of FDI determinants. All of the variables and data (except FDI) are taken from the World Development Indicators database produced by the World Bank.
• Data for foreign direct investment in the telecommunications sector was taken from the Indian Department of Telecommunications website. 52 The original data in rupees was converted to US dollars at the Interbank exchange rate for comparative purposes.
• The gross domestic product (GDP) and changes in gross domestic product can indicate the relative health and market size of an economy. The Indian GDP in US dollars, annual percentage change in GDP, per capita GDP and percentage change in per capita GDP are examined in the model. 51 A sample of such authors include: F. Root and A. Ahmed, "Empirical determinants of manufacturing direct foreign investment in developing countries", Economic Development and Cultural Change, no. 27, vol. 4 (1979) : 751-768; Romita Biswas, "Determinants of Foreign Direct Investment", Review of Development Economics, vol. 6, no. 3 (2002) :492-504; and Hubert Janicki and Phanindra Wunnava, "Determinants of foreign direct investment: empirical evidence from EU accession candidates", Applied Economics, no. 36 (2004):505-09. 52 Website address is http://www.investindiatelecom.com/Investment%20Policy/FDI%20inflow-year-wise.htm
• The level of infrastructure and support for infrastructure in a country is an important factor in attracting FDI. Tax revenue as a percentage of GDP is used as a proxy for the level and support of infrastructure.
• The educational characteristics of the workforce play an important role in attracting FDI.
The adult literacy rate of the population is used as a proxy to represent the educational level of the workforce.
• The urbanization of the population represents improved infrastructure and modernity.
The urban population as a percentage of the total population is used as a proxy to represent the society's increasing modernization and ability to attract FDI.
• The degree to which the economy has been liberalized and is open to foreign trade should influence FDI. Imports as a percentage of GDP is used as a proxy to represent the economy's level of openness.
• A growing labor supply can indicate a growing and healthy economy. The annual amount of labor available in the workforce is used to represent this measure.
• High levels of government debt can signal poor governance and act as a disincentive to invest. The amount of public debt in US dollars is used to represent this aspect of the economy.
These variables were combined in a variety of models for the time period 1993 through 2003.
FDI or the log of FDI in the telecommunications sector was the dependent variable in all cases.
In all of the models presented below the first two years of data were excluded and in some cases the last year as well. This data was excluded because the data most likely reflects the initial opening of the telecommunications sector to FDI and therefore the FDI inflows were very low relative to the size of the economy and the variables used to model FDI. In addition, the last year of available data (2003) was excluded from some models because it appears to reflect only partial FDI inflows.
Labor supply and debt proved to be largely insignificant in all of the models and was excluded from further analyses. The models below had the most statistically significant t-values and provided some interesting results. have the expected positive sign and indicates that a one percent increase in lagged GDP increases telecommunications FDI by just over six percent.
While some of the t-statistics are significant at the .05 or .10 level care should be taken when interpreting these results. The model was constrained by the short time series of the data (1993 through 2003) and two or three years were removed in all of the models present. The small number of explanatory variables could limit the accuracy of the regression model. It is possible that some models exhibit some degree of multicollinearity due to the small sample size. In addition, the lack of some data (e.g., secondary and tertiary education graduation rates) required that other related information be used as a proxy for the unavailable data.
There were several variables that were not included in the regression model due to a lack of data. These variables include the number of days it takes to open a new business (representing the regulatory and legal environment), the reliability and safety of the public transportation network (rail, bus and air transport), the amount of students graduating from secondary and tertiary educational institutions (to represent the skill level of the labor force).
Conclusion
Foreign direct investment in the Indian telecommunications sector has increased substantially since early 1991. Much of this growth can be attributed to foreign firms entering into partnership with local mobile telephone operators to serve customers across the country.
Some of the growth represents multi-national companies establishing mobile telephone manufacturing facilities within India to better serve the country and produce goods for regional exports.
However, Indian telecommunications FDI, like FDI in all Indian sectors, has suffered from phased implementation, an ambiguous legal and regulatory environment and inadequate physical infrastructure. Consequently many foreign companies entered and then exited the Indian telecommunications sector within a few years.
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